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ABSTRACT
Corporations make large resource expenditures for outside financial
services, but identifying the best supplier of a service requires in-
formation most managers do not readily possess. In general, the infor-
mation network for comparing the quality of financial service suppliers
is best described as informal, incomplete and inefficient. The selec-
tion decision has been complicated by the rapid increase in the number
of financial services available and the recent rash of mergers and
acquisitions of financial service suppliers. A recently completed sur-
vey found that corporate users had widely different impressions of the
performance ratings of outside financial services. The survey high-
lighted the existence of a selection problem and the need for a centra-
lized information system about financial service suppliers. Additionally,
the recent survey found that user ratings of financial service suppliers
were considered to be a very important source of information. This
article proposes the need to develop a system to collect and distribute
information and ratings on the quality of service provided by financial
service suppliers.

A DILEMMA—SELECTING
FINANCIAL SERVICES
Corporations make large commitments of resources to outside finan-
cial services with the expectation of solving specific problems. The
successful use of outside financial services, such as auditing, cash
management, pension fund management or short terra borrowing, requires
frequent attention and monitoring. When a service is not meeting the
needs of the corporation, finding a replacement goes to the top of
management's priority list. The misselection of a financial service
company is, unfortunately, a common occurrence. For example, it is not
unusual to discover that a recently selected data processing service is
incapable of completing a designated assignment, or to find that an
executive search firm repeatedly brings unacceptable candidates for
interviews. The risk of selecting the wrong service, therefore, can
result in higher operating costs, delays in production or the post-
ponement of sales. The final result of selecting the wrong service is
that the selection process must be restarted and the routine work of
the outside service is untouched.
Recently the selection process has become more complicated as
deregulation has lowered the barriers to entering the financial ser-
vices sector. The explosion of mergers and consolidations, plus new
entrants, creates greater competition, but the increased number of
alternatives makes the selection process more difficult for manage-
ment.
The chief financial officer (CFO) and staff are often responsible
for recommending outside financial services to The Board of Directors.
When making recommendations, the financial management staff hope to
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identify the best outside financial service available for solving a
specific problem. However, users of financial services encounter four
fundamental constraints in identifying, researching and evaluating
financial service suppliers. They are:
. a limited amount of time and resources available for making an
optimal decision;
. a limited amount of information and a limited sphere of
experience for identifying the best candidates;
. a concern about the loss of confidentiality in the search
for a supplier, thereby restricting the list of best possible
candidates; and
. wide variances in the quality of financial services received
over time and the instability of key staff personnel responsible
for the service.
Ratings of the financial condition of financial service institu-
tions are readily available, however there is no system for providing
information on the quality of financial services. The existing network
is based on the exchange of imperfect information. Often a staff per-
son is assigned the task of discovering the available suppliers and
comparing their performance results. Frequently a trusted person with
a company that has experienced similar problems is called to provide
needed information. Also personal friends serve as information sources.
The information network for comparing the quality of financial services
is informal, incomplete and inefficient. In summary, identifying the
best service organization or person to solve a specific problem
requires information most financial managers do not have.
In order to better understand the dilemma of a CFO in selecting a
financial service supplier, this article develops the dimensions of a
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financial service performance space, analyzes performance ratings of
financial services by users, and proposes Che development of a financial
service information system and a system to rate the quality of services
provided by suppliers.
FINANCIAL SERVICES
Financial services are people driven and are associated with spe-
cific financial organizations. Therefore, three dimensions are often
used to describe financial services—type of financial suppliers, ser-
vice offered and size of staff. These three dimensions are presented
in Exhibit 1, which provides a conceptual example of financial ser-
vices markets. The example of pension fund management in Exhibit 1
highlights the many financial suppliers—banks, insurance companies,
investment bankers and financial consultants—that offer similar ser-
vices. Also, Exhibit 1 shows the number of staff involved in pension
fund management varies widely among suppliers. Finally, Exhibit I
shows that some suppliers provide a broad array of services, such as
commercial banks, while some services are found in only one type of
supplier, such as auditing with accounting firms and cash management
with commercial banks.
During the past 60 years the number of financial services has
increased dramatically. The vertical axis in Exhibit 2 portrays the
extensive growth in financial services from the 1920s to the 1980s. In
contrast the horizontal axis shows the number of suppliers increased
only modestly during that period. The number of people employed in
financial services also increased substantially as shown in Exhibit 2.
Although there was strict market segmentation of financial services in
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the early decades, currently segmentation is disappearing as suppliers
merge to offer a broader array of services. In summary, Exhibit 2
illustrates this fusion of financial suppliers and the rapid growth of
services since the 1920s.
Currently corporate users informally evaluate the quality of a spe-
cific service over time. Simultaneously, financial service suppliers
track their performance and the performance of their competitors over
time. A financial service performance space is presented in Exhibit 3.
It shows the performance rating, profiles of several financial services
over a ten year period, e.g., the decline in ratings of a data proces-
sing firm or the high stable ratings of a bond manager. Exhibit 3
illustrates the information corporate users need when selecting finan-
cial services. Unfortunately, these quality performance measures of
service suppliers are not available.
RATINGS
How satisfied are corporate users with their current set of out-
side financial services? What criteria do corporations use in eva-
luating the performance of these services? What type of information
is used in selecting an outside financial service? In seeking answers
to these questions a survey of corporate users was completed in March
1982.
Sample and Questionnaire
The companies included in the sample were the 1981 Fortune 1000
largest industrials, plus the 50 largest retailers, utilities and
transportation companies. A questionnaire was sent to the CFO or
highest financial officer of each sample company listed in the 1981
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Standard & Poor's Register of Corporations: Directors and Executives .
The questionnaire was designed with the assistance of the Survey Re-
search Laboratory at the University of Illinois. After extensive pre-
testing 866 questionnaires were mailed and 150 usable responses were
received for an overall response rate of 17.3 percent. In general the
responses were uniformly distributed among the 123 industrial respon-
dents. The 50 utilities were somewhat more represented with a 36 per-
cent response rate, while the retail and transportation companies were
below the average response rate with 9.5 and 13.2 percent, respectively.
Performance Ratings
The CFOs were asked to rate the 1981 performance of each primary
outside financial service used. There were seventeen service pro-
ducts. The respondents had six possible ratings: very high, high,
average, low, very low and service not provided. The unadjusted per-
formance ratings are reported in Exhibit 4. A brief review of Exhibit
4 shows that seven of the services are less widely used. They are
international cash management, economic forecasting, strategic
planning, mergers or acquisitions, data processing, investor relations
and executive recruiting. Computing an adjusted percentage that
includes only the five ratings from very high to very low, thereby
excluding the nonusers of a service and the nonrespondents
,
provides
a more realistic perspective of actual performance ratings. These
adjusted frequencies are found in Exhibit 5.
Several important observations emerge from the adjusted perfor-
mance ratings in Exhibit 5. The ratings are distributed across the
entire scale for eleven services. There were six services that did
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not receive a rating of very low, while, in contrast, economic fore-
casting did not receive any ratings of very high. In general, there
was a wide variance in the performance ratings of financial services,
which underscores the existence of an ongoing selection problem.
The highest ratings were for auditing and bank lines of credit.
Approximately 75 percent of their ratings were either very high or
high. Managing cash receipts and disbursement were rated highly with
73 and 69 percent, respectively, of the responses being either very
high or high. The next level of ratings included tax advisory services,
property and liability insurance and security administration (transfer
agent and registrar).
Exhibit 5 shows the performance ratings of international cash man-
agement, equity and bond portfolio management and bond ratings are
relatively similar. The set of services receiving the lowest ratings
were economic forecasting, strategic planning, merger or acquisition,
data processing, investor relations and executive recruiting.
Criteria
The CFOs were asked to rate the criteria used for measuring the
performance of outside financial services. The eight criteria
included in the questionnaire were technical expertise, responsiveness
to a client, integrity, meets established goals, objectivity, creativ-
ity, flexibility and cost effectiveness. The rating scale provided
four choices: very important, somewhat important, not too important,
not at all important. The criteria ratings are found in Exhibit 6.
The results show approximately 88 percent of the respondents rated
three criteria—technical expertise, responsiveness to a client and
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integrity—as very important. These three criteria were markedly more
important than the other five. A second set of criteria were rated
very important by approximately 60 percent of the respondents. The
three criteria included were meets established goals, objectivity and
creativity. Finally, Exhibit 6 shows that the criteria of flexibility
and cost effectiveness were considered least important.
Information
What type of information do corporations use in selecting an out-
side financial service? The CFOs were given five alternatives ranging
from the use of purely objective information in selecting financial
services to purely subjective information. The five information
alternatives are presented in Exhibit 7 along with the responses.
Approximately 55 percent of the respondents indicated the selection of
a financial service was mostly objective with some subjective infor-
mation. Another 36 percent thought the selection decision was about
equally divided between objective and subjective information. The
responses to this question provide a general indication that the
selection decision is based on both objective and subjective infor-
mation with a clear preference for objective information. Of course,
the service being selected will affect the type of information uti-
lized.
AN INFORMATION SYSTEM
The survey indicates there is a wide variance In the performance
of outside financial services by corporate users. The survey shows
only a small set of criteria are relied on for measuring performance.
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Also, users indicate a preference for objective information in
selecting outside financial services. Additionally, deregulation has
encouraged entry into the financial services industry, thereby
creating vigorous competition among financial services. Given these
conditions, how would the financial staff rate the importance of
having additional information to aid in the selection of an outside
financial service?
The CFOs were asked to rate the importance of alternative sources
of information, assuming it were available. The rating scale contained
four points: very important, somewhat important, not too important and
not at all important. The four alternative sources of information are
presented in Exhibit 8 along with the ratings.
The first information alternative was having a current listing of
the suppliers that offer the service. Approximately 15 percent of the
respondents indicated a current listing of suppliers would be a very
important aid while 42 percent felt it would be somewhat important.
In responding to the second alternative, 17 percent of the responses
indicated a listing of a supplier's previous users would be very
important information and 62 percent assessed this information would
be somewhat important.
The most significant finding in Exhibit 8 was that 56 percent of
the respondents considered user performance ratings of suppliers would
be very important information. An additional 35 percent of the cor-
porate users responding thought rating information of suppliers by the
users would be somewhat important. When asked if the rating of an
individual's performance by a user would be important information, 32
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percent of the respondents indicated it would be very important and 48
percent suggested it would be somewhat important. Finally, the re-
sponses in Exhibit 8 were cross-tabulated by users and nonusers of the
seventeen services. The findings of this additional research simply
reinforced the previously reported results.
The survey results reported in Exhibit 8 indicate there is strong
support for an information system that would provide ratings of finan-
cial service suppliers by corporate users. The study also found that
information concerning suppliers and evaluative comments by users would
be useful in the selection of financial services. In summary, cor-
porate users recognize the difficulty of selecting financial services
and the benefits to be gained through the collective sharing of their
experiences with various suppliers.
CONCLUSIONS
Outside financial services are an expensive resource for cor-
porations and the process of selecting a service has many shortcomings.
The selection of a financial service by corporate users has become more
complicated due to the rapid growth of new products and the lowering
of barriers for entering a financial service. A system that provides
information about suppliers and rates key performance characteristics
of financial services would be a valuable decision making tool for
management.
A corporate survey found the rating of financial service suppliers
by users was considered a very important source of information. This
finding suggests the need to collect and distribute rating information
on key characteristics of each service and to respective suppliers.
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The information should be systematically collected, processed, analyzed
and distributed on a routine and timely basis. The ratings should be a
comprehensive information reference system that establishes norms for
the characteristics of each service. The system must have a research
mission and produce high quality research results that are useful to
users of financial services.
In developing a scientific rating system the present list of
financial services categories in Exhibit 5 will have to be expanded to
include the more refined needs of corporate users. Additionally,
objective criteria will have to be developed that acquire honest, can-
did and effective performance measures for each service category. Users
suggest that the collection of subjective comments by the rating firms
will be valuable sources of information. Additionally descriptive
information about the rating organization will enhance the interpreta-
tive value of the ratings.
Suppliers indicate the financial service needs of large firms are
significantly different from the needs of smaller sized firms. Large
corporations want outside assistance for a specific problem and fre-
quently will request that a specific person at a financial service
firm be responsible for the completion of a job. Smaller firms
require a broad range of services because they do not have the
necessary expertise available internally. Users suggest the need for
improved information about more recently developed, nontraditional
financial services and, furthermore, there is a dearth of comparative
information concerning smaller financial service organizations.
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Theoretically , the objective of a scientific rating system and a
total information system is to improve the financial service selection
process by reducing the number of misselections. The greater the
value of the information added to the selection decision the more suc-
cessful the system. A combined information rating system would reduce
the four fundamental constraints experienced by corporate users in
identifying, researching and evaluating financial services. The
availability of an information rating system to corporate users would
increase the amount and quality of information available for
selecting the best candidates;
free staff time currently devoted to researching and evaluating
the performance of suppliers;
reduce the concern over the loss of confidentiality in the
search for a supplier; and
. improve the quality of the service received.
An information rating system would be invaluable to corporate
users in selecting new financial services or for comparing the perfor-
mance of existing financial services. A rating system should improve
the quality of information available and result in better informed
consumers. Also, suppliers will be interested in using the infor-
mation and rating systems to improve the quality of their services.
In sum, a more efficient information system should improve the process
for selecting financial services and, hopefully, improve the quality
of financial services.
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EXHIBIT 3.
FINANCIAL SERVICE PERFORMANCE SPACE
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SERVICES AND SUPPLIERS
Exhibit 4
PERFORMANCE RATINGS OF OUTSIDE FINANCIAL SERVICES
Regulation Created
Auditing
Tax Advisory
Performance Improvement
Cash Management
Receipts
Disbursements
International Cash
Management
Economic Forecasting
Strategic Planning
Mergers or Acquisitions
Pension Management
Equity Portfolio
Bond Portfolio
(Relative Frequencies as a Percentage of Total Responses)'
Services
Very Very not No
High High Average Low Low Provided Response
21.4 52.4 23.4 0.7 0.0 2.1 3.3
7.6 36.8 27.8 1.4 1.4 25.0 4.0
8.4 42.0 16.8 2.1 30.8 4.7
9.2 36.9 19.9 0.7 33.3 6.0
2.1 17.0 19.9 5.0 56.0 6.0
0.0 2.9 33.1 12.2 6.5 45.3 7.3
1.5 7.5 14.2 5.2 3.7 67.9 10.7
2.7 10.0 27.3 8.7 1.3 42.7 7.3
6.8 33.8 39.2 10.1 0.7 9.5 1.3
7.7 20.3 42.0 10.5 2.8 16.8 4.7
Stakeholder Needs
Banking Lines of
Credit
Bond Ratings
Security Administration
(Transfer and Registrar) 4.8
Data Processing
Specialties
Property and Liability
Insurance
Investor Relations
Executive Recruiting
22.3 45.3 24.3 0.0 0.0 8.1 1.3
5.5 22.6 34.2 2.7 0.7 34.2 2.7
43.2 32.9 10.3 1.4 7.5 2.7
2.2 8.7 28.4 5.2 0.7 53.7 10.7
6.2 44.5 37.7 11.6 2.7
0.7 14.1 26.8 3.5 1.4 53.5 5.3
2.1 11.4 37.1 4.3 0.7 43.6 6.7
Total responses equaled 150.
Exhibit 5
ADJUSTED PERFORMANCE RATINGS OF OUTSIDE FINANCIAL SERVICES
Regulation Created
Auditing
Tax Advisory
Performance Improvement
Cash Management
Receipts
Disbursements
International Cash
Management
Economic Forecasting
Strategic Planning
Mergers or Acquisitions
Pension Management
Equity Portfolio
Bond Portfolio
(Relative Frequencies as a Percentage)'
Very Very
High High Average Low Low
21,.8 53,,5 23,,9 0.J 0,,0 142
10,,2 49,,1 37,.1 1.,8 1,,8 108
12.1 60.6 24.2 3.0 0.0 99
13.8 55.3 29.8 1.1 0.0 94
4.8 38.7 45.2 11.3 0.0 62
0.0 5.3 60.5 22.4 11.8 76
4.6 23.3 44.2 16.3 11.6 43
5.3 20.0 54.7 17.3 2.7 75
7.5 37.3 43.3 11.2 0.7 134
9.2 24.4 50.4 12.6 3.4 119
Stakeholder Needs
Banking Lines of Credit 24.3
Bond Ratings 8.3
Security Administration
(Transfer and Registrar) 5.2
Data Processing
Specialties
4.8
49.3 26.4 0.0 0.0 136
34.4 52.1 4.2 1.0 96
46.7 35.6 11.1 1.5 135
21.0 61.3 11.3 1.6 62
Property and Liability
Insurance 7.0 50.4 42.6 0.0 0.0 62
Investor Relations 1.5 29.4 55.9 7.4 2.9 68
Executive Recruiting 3.8 20.0 65.0 7.5 1.2 80
Percentage equals absolute frequency/N for each outside financial
service.
Exhibit 6
RATINGS OF CRITERIA FOR MEASURING PERFORMANCE
OF OUTSIDE FINANCIAL SERVICES
(Relative Frequencies as a Percentage)
Very Somewhat Not too Not at all No
Important Important Important Important Response
Technical Expertise 88.6 10.7 0.7 0.7
Responsiveness to a Client 88.6 11.4
Integrity 87.3 12.7
Meets Established Goals 61.2 34.7 4.7 2.0
Objectivity 61.1 34.2 4.7 0.7
Creativity 59.7 36.2 4.0 0.7
Flexibility 40.0 53.3 6.7
Cost Effectiveness 38.7 52.0 9.3
Percentage equals absolute frequency/150 for each criterion.
Exhibit 7
RATING OF THE INFORMATION ON WHICH FINAL
DECISIONS ARE MADE IN SELECTING OUTSIDE
FINANCIAL SERVICES
Absolute
Frequency
Purely Objective
Mostly Objective with some
Subjective Information
About Equally Divided
Between Objective and
Subjective Information
Mostly Subjective with
Some Objective Information
Purely Subjective
No Response
81
52
6
4
150
Adjusted
Relative ,
Frequency
4.8%
55.5
35.6
4.1
100.0
Adjusted to 146 responses.
Exhibit 8
RATING THE IMPORTANCE OF ALTERNATIVE SOURCES OF INFORMATION, IF AVAILABLE,
IN SELECTING AN OUTSIDE FINANCIAL SERVICE
(as a percentage of total responses)
Very Somewhat Not too Not at all No
Important Important Important Important Response
A current list of suppliers
that offer the service... 14.8 42.3 39.6 3.4 0.0
A listing of a supplier's
previous clients or users
for each service... 16.8 61.7 17.4 4.0 0.7
A rating of the supplier's
performance by clinets or
users... 55.7 34.9 6.7 2.7 0.7
A rating of an individual's
performance by clients or
users... 32.2 48.3 16.1 3.4 0.7
Total responses equaled 150.
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